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= 
KEY ECONOMIC INDICATORS 
Oct. 3, L975 


1974 1975 1976 % Change 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 187,000 203,600(E) 230,300(E) 
GNP at constant 1974 prices 187,000 182,600(E) 189,000 (E) 
Per capita GNP, current 

prices (guilders) 13,861 14,971(E) 16,868 (E) 
Plant & equipment investment 23,900 24,400(1E) 24,800(E) 
Indices: 1970 = 100 

Industrial Production 121 115 Jan-May 

Avg. Labor Productivity (Ind) 132 131 Jan-Mar 

Avg. Industrial Wage (1963 = 100) 330 363 Jan-May 
Disposable Personal Income 117,100 133,920(E) 
Employment (0090's) (Dec) 4,846 4,881(E) 
Avg. Unemployment Rate (3%) 4.0 5.6 Aug 
Housing Unit Starts (units) 111,960 62,336 Jan-July 


MONEY AND PRICES 
Money Supply (Dec) 39,430 47,385 June 
Public Debt (Internal) (Dec) 29,880 31,547 May 
(External) (Dec) 23.2 10.9 June 
Interest, Central Bank Discount 760 4.5 Sept 
Domestic Credit Outstanding (Dec) 52,083 54,525 June 
Indices: 

Retail Sales (Value): 

1970 = 100 150 158 Jan-May 

Avg. Wholesale Prices: 

1948 = 100 (Excl. VAT) 236 246 Jan-June 
Avg. Consumer Prices: 1969 = 100 142. 154.3 Jan-Aug 


BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch. Reserves (Dec) 22,276 25,172 July +19.5 
Balance of Payments, current 

account, transactions +4.5 +4.0(E) +7.0(E) +75. 
Balance of Trade =-525 +31 
Total Exports, FOB (excl Belg-Lux) 75,630 31,452 Jan-May 

Exports to U.S. 3,509 931 Jan-May 
Total Imports, CIF (excl Belg-Lux) 76,155 31,421 Jan-May 

Imports from U.S. 7,944* 3,772 Jan-May +20. 


Main imports from U.S. 1974: Corn - 3,359, 299 MT - Dfl. 1,251.6; 
Oil seeds, nuts and pits - 1,372,087 MT -— Dfl. 942.0; Other machines 
except electrical parts - Dfl. 414.0; Organical chemical products - 
273,489 MT - Dfl. 410.6; Airplanes & Parts - Dfl. 362.2; Animal 

feed except grains - 895,466 MT - Dfl. 347.6. 


Sources: Central Bureau of Statistics * Dutch import figures do not 
Central Plan Bureau include goods in transit 
Netherlands Bank through the Netherlands to 
other destinations. U.S. 
export figures do. 





SUMMARY 


The Netherlands is in a recession. Cyclical problems are made 
worse by structural weaknesses, of which the most important is 
the heavy burden that government intake and expenditures place 
on private investment. As industry's competitiveness deter- 
iorates, joblessness increases. For 1976, the government plans 
further expansionary programs and a record deficit. Gross 
national product should recover, but inflation may worsen. The 
outlook for U.S. sales to the Netherlands remains good, since 
the exchange rate favors the U.S. exporter. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Recession - The slump which hit the United States and other 
industrialized nations in the winter of 1973-1974 did not make 
itself felt in the Netherlands until the autumn of 1974. Until 
then, demand remained high for the Netherlands' principal exports 
in anticipation of price increases and because of temporary 
shortages elsewhere. When the unexpectedly large contraction in 
world trade finally reached her shores, the Netherlands escaped 
the worst effects because her major trading partner -- the 
Federal Republic of Germany -- experienced a less severe downturn 
than other nations. Early Dutch government measures to stimulate 
the economy also absorbed some of the blow, and the country's 
huge natural gas reserves made the Netherlands a net exporter of 
energy just when less fortunate nations were feeling the full 
impact of higher oil prices. 


The Netherlands' economy is now in a recession, however, and 
although later than other countries, and not as deep, it is no 
more amenable to solution. Industrial production has fallen 
for the first time since the war, the gross national product is 
down for the first time since 1958, and unemployment and 
inflation are both at postwar highs. 


Structural Problems - Added to the cyclical problems are severe 
structural ones. The housing industry is depressed. Consumer 
demand has been persistently weak. Wage costs have shown a 
long upward trend. Paradoxically, the worst trouble arises in 
part from the efforts of successive governments to improve the 
quality of life. To pay for the public expenditures, which as 
a share of gross domestic product |are the highest in the OECD, 
the government takes more than 50 percent of the wage-earner's 
income. To compensate, the wage-earner has increased his share 





of net national income from 71.5 percent in 1960 to over 95 
percent in 1975, causing industry's return on investments 
before taxes to decline from nine percent at the beginning 

of the 1960's to four percent last year. To make new invest- 
ments, corporations have become increasingly dependent on 

loan capital. As a result, many enterprises may be in or near 
a critical position financially and are therefore reluctant to 
carry out needed modernization. In a speech in March 1975, the 
Minister for Economic Affairs said that the continued increase 
in real labor costs of six percent per year over the past 
decade threatens to cut the number of jobs by tens of thousands 
annually. He added, in a speech in late August, that the 
comparative cost ratios and investment opportunities in the 
Netherlands are inducing a net flow of investments abroad by 
Dutch firms. 


Another problem is that the strength of the country's currency 
has hurt the Netherlands' trading position. As the guilder 

has appreciated, largely because of natural gas sales, the 
necessity of keeping prices competitive against other countries 
has forced companies to absorb wage increases. Again, profits 
are squeezed. 


Government Policy and Programs - The government which has to face 
these harsh facts is essentiallySocial Democratic. Although it 
does not pursue doctrinaire goals such as state ownership of 
property, it is committed to a policy of income-leveling, as 
well as to "filling in the gaps" in the social security system. 
It is ironic, therefore, that this government has to accept 
responsibility for restraining the growth of the public sector 
in order to protect employment. It has chosen to do this in 
the medium term, setting as a goal a limit of one percentage 
point per year on the growth of the "collective burden" of 
taxes and social security premiums. 


For 1976, the emphasis is on anti-cyclical programs. A new 
package of reflationary measures will add three billion guilders 
to the 4.3 billion of stimulus already earmarked for next year. 
Even excluding these outlays, the budget calls for a real 
increase of eight percent in public sector expenditures. To 
avoid further burdening the private sector, the government plans 
among other things to extend the temporary tax relief enacted 
this year, to postpone from January 1 until July 1, 1976 a two- 
percent increase in the value added tax, and to exempt from 


taxes 80 percent of the increase in income resulting from 
inflation. 


Deficit - A sizable deficit will accompany the enactment of 
these programs. Numerous budgetary adjustments have been made 





to minimize the red ink without harming the reflationary programs. 
Nevertheless, lower economic growth is expected to pinch three 
billion guilders from government revenues. The deficit will 
wach over 15 billion guilders, or about 6.5 percent of net 
national income. Borrowing from public pension funds, the 
Finance Ministry expects to reduce to 10.5 billion guilders the 
amount borne by the open capital market. It may be forced, 
however, to cover a significant portion of the deficit by 
printing more money, running the risk of stimulating the already 
substantial inflation rate of 10.5 percent. 


In making its plans, the government relied on the assumption that 
world trade will resume a per annum growth of eight percent in 
1976. The government's economic planners base their forecast of 
a rise of three and one-half percent in Dutch gross national 
product next year partly on the expectation that world trade will 
improve in the last quarter of 1975. This expectation is 
optimistic. Given the importance of exports to the Netherlands 
(they constitute 53 percent of national income), the country is 
particularly sensitive to fluctuations in world trade. It is 
even more dependent on the economic well-being of the Federal 
Republic of Germany, which takes one-third of the Netherlands' 
exports. If Germany's recovery is slower than hoped, and it 

now appears that it will be, the Netherlands' expectations are 
going to be dashed. 


Production and Investments - Although industrial output has 
recovered from a low recorded at the turn of the year, it will 
fall by 2.5 percent for 1975, which is more severe than was 
expected. Large enterprises such as Akzo and Estel (steel) 
reported heavy losses during the first half of 1975, while 
Phillips' and Unilever's profits were seriously curtailed. 

Next year, industrial production is expected to rise by 3.5 

to four percent. Except for the building industry, recovery 
will be across the board, but it is not expected to result in 
a major improvement in the present low utilization of capacity. 
A further reduction of industrial employment, therefore, seems 
unavoidable and the average number of unemployed for the year 
will grow to the uncomfortable level of more than five percent 
of the working force. Nevertheless, expectations are that labor 
productivity will rise 4.5 percent. Since the anticipated 
increase in wage costs is only three percent, profits should 
recover somewhat. Neither profits nor government incentives 





and loan guarantees, however, are likely to boost private in- 
vestment. Industry still has too much excess capacity to work 
off. Even where investment is planned, land-use and anti- 
pollution laws that have added greatly to the cost of expansion 
will lead management to look outside the Netherlands for sites. 
The possibility that inflationary wage demands are a factor 
contributing to drive jobs abroad does appear to have been 
perceived by labor leaders, who by contrast with union counter- 
parts in some countries have over the years exercised consistent 
restraint in relations with management. The unions recently 
announced abandonment of their plans to seek substantial wage 
increases in 1976. Instead, they propose only to preserve the 
spendable income of the average worker. 


IMPLICATIONS FOR THE U.S. 


A Good Year in 1975 - The outlook for U.S. exports remains good 
despite the downturn in the Dutch economy. The latest Commerce 
Department statistics show that during the first five months of 
1975, U.S. sales here were up 13 percent over the same period 
in 1974. Significantly, volume was up six percent, indicating 


that price accounted for only part of the rise. If the Dutch 
government is correct in forecasting recovery toward the middle 
of next year, and if industrial production is up 3.5 to four 
percent, American exporters can expect rapid growth in demand 
for U.S. products in 1976. 


The Netherlands is our sixth largest customer. U.S. goods worth 
$3.9 billion were shipped here in 1974. During the first five 
months of 1975, about 81.8 billion worth came to the Netherlands, 
up from $1.6 billion one year earlier. Most important, the U.S. 
share of the market has increased to 12 percent, according to 
Dutch Central Bureau of Statistics figures covering January - 
June 1975, which excludes Benelux trade. 


Among industrial goods, the biggest U.S. gains were unwrought 
copper and copper alloys, internal combustion engines, aircraft 
and aircraft parts, pitch and asphalt, gas turbines, electronic 
measuring and controlling instruments, mechanical handling equip- 
ment, office machines, and construction and mining machinery. 
Despite! sluggish growth in Dutch consumer demand, there were 
sharp increases in U.S. exports of automobiles, footwear, travel 
goods, musical instruments, phonograph records, stationery 
supplies, and children's toys. 


Another Good Year in 1976 - Because of lower profits and industrial 
overcapacity, the Central Bureau of Statistics forecasts a five 


percent decline in business investment during 1976. Nevertheless, 





selected sectors such as aerospace, energy systems and pollution 
control offer good prospects to U.S. exporters of capital goods. 
Products of special interest will be pumps, valves and compressors, 
process control instruments, electro-medical and physical 

therapy equipment, pollution control systems and laboratory 
instruments. Aerospace products will be particularly strong as 
many Dutch firms tool up for their share of the F-16 fighter 

plane production. 


In general, the U.S. is in a favorable position compared with 
many of the Netherlands' trading partners since most industrial 
goods we export here embody high technology, which increases 
productivity, an objective made even more attractive by high 
Dutch labor costs. Computers and peripherals, business equip- 
ment, plant and office control systems that conserve electrical 
power and fuel, and advanced production machinery for the metal 
and food packaging and processing industries are some of the many 
product areas whose sales should benefit from industry efforts 

to promote efficiency. 


There should be little growth in sales of consumer durables this 
year, but many U.S. consumer products should be able to break 
into the market or increase their market share. The Dutch 
consumer is increasingly aware that American products are 
competitively priced and offer excellent quality. In addition, 
U.S. styles are becoming more popular. Areas of particular 
interest to U.S. exporters are apparel, hardware and do-it- 
yourself items, sporting goods, selected housewares, glassware, 
paperback books, furniture, and home furnishing items. U.S. 
campers and recreational vehicles should also make good gains. 


With U.S. prices generally competitive, the American exporter 
interested in diversifying his market and increasing his profits 
will find opportunities in the Netherlands. Potential exporter» 
must bear in mind, however, that the Dutch importer expects to be 
treated as an equal of resident U.S. customers and does not want 
to receive a lower priority when domestic demand recovers in the 
U.S. He wants the same.strong service, support, prompt attention 
to inquiries, and access to supply. 


In 1974, U.S. direct investment in the Netherlands (excluding 
re-invested earnings) amounted to $480 million. The U.S. Depart- 
ment of Commerce estimated the total value of U.S. direct invest- 
ment in the Netherlands at the end of 1973 at $2,550 million, with 
petroleum and chemicals the largest areas. These sectors are 
expected to show a sharp decline in 1975, reflecting the slack 
demand which has caused many operations in the Netherlands to 
operate far below capacity. 





Agricultural Trade Mostly Up - U.S. agricultural exports to 
che Netherlands in iseet year 1975, including transshipments, 
increased 10.7 percent from $1,473 million in fiscal year 1974 
to $1,631 million. The value of exports in the 1 :est six 
months (ending June 30, 1975) was up 2.9 percent compared to 
the similar period in 1974. Spectacular gains were achieved 
in the value of exports of fresh citrus (almost doubled), 
feed grains -- corn, barley, sorghum and oats (up 50 percent), 
vegetable fats and oils (up 66.6 percent), cotton (up 22.7 
percent) and wheat (up 2.4 percent). Exports of soybeans to 
the Netherlands decreased by 5.3 percent and tobacco exports 
decreased by 24.6 percent. 


Economic factors, coupled with prevailing world prices of 
agricultural commodities, led to changes in Dutch imports. For 
example, the poor French corn crop of 1974 together with the 
absence of growth in domestic and foreign consumption of 

Dutch meat and poultry were directly reflected in higher 

corn but lower soybean imports. The jump from $9.851 million 
in fiscal year 1974 to $18.035 million in U.S. fresh citrus 
exports has partially been credited to Morocco's diversion of 
its citrus from the Dutch market to the USSR. 


U.S. exports of agricultural commodities in 1975/76 are expected 
to be the same level but may be slightly higher than in 
1974/75. 
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